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SUBJECT: OIL PRICE/OIL MONEY PROBLEM 

EOR AMBASSADOR RICHARDSON EROM THE SECRETARY 

1 . I READ WITH INTEREST YOUR REPORT ON HAROLD LEVER'S VIEWS 
ON INDEXATION. THESE VIEWS ARE NOT, AS YOU NOTED, ENTIRELY 
NEW TO US, BUT BECAUSE THEY HAVE NOW BEEN PRESENTED IN SOME 
DETAIL, IT IS IMPORTANT THAT WE RESPOND MORE FULLY THAN WE 
HAVE TO DATE. I WOULD APPRECIATE IT, THEREEORE, IE YOU 
WOULD EOLLOW UP WITH LEVER, EXPLAINING THE REASONS WHY THE 
USG DOES NOT SHARE HIS ASSESSMENT, DRAWING ON THE POINTS 
SET OUT BELOW. 

2. ONE OF THE BASIC PREMISES OE LEVER'S ARGUMENT IS THAT 
PRICE STABILITY AND BROADER EINANCIAL PROBLEMS ARE THE HEART 
OE ENERGY CRISIS. THIS IS NOT OUR ASSESSMENT. INDEXA- 
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TION, WHILE POSSIBLY PROVIDING SOME RELIEF TO OIL CONSUMERS 
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BY AFFORDING A MEASURE OF FUTURE PRICE STABILITY, LEAVES 
THE PRIMARY THREAT IMPLIED BY OUR CONTINUING DEPENDENCE ON 
OPEC OIL UNRESOLVED. THE MAJOR TASK FACING INDUSTRIALIZED 
OIL CONSUMERS IS HOW TO REDUCE OUR DEPENDENCE ON OPEC AND 
THUS OUR LONG-TERM VULNERABILITY TO OPEC PRESSURES. LEVER'S 
SOLUTION DOES NOT ADDRESS THIS PROBLEM: IT COULD IN EACT 

WORSEN IT BY WEAKENING CONSUMER RESOLVE TO DEAL WITH UNDER- 
LYING CAUSES OF PRESENT SITUATION. 

3. I HAVE PUBLICLY EXPRESSED OUR WILLINGNESS TO CONSIDER 
INDEXATION OE OIL PRICES IN RETURN FOR A SUBSTANTIAL PRICE 
REDUCTION. HOWEVER, WE SEE NO SIGN THAT PRODUCERS ARE 
READY TO ACCEPT SUCH AN ARRANGEMENT. SINCE OPEC IS UN- 
LIKELY TO ACCEPT INDEXATION SCHEME WHICH WOULD PERMIT OIL 
PRICE TO EALL, THIS WOULD SHIFT RISK NORMALLY SHARED BY 
BOTH OIL PRODUCERS AND CONSUMERS ONTO LATTER ALONE. EVEN 
IF OPEC WERE TO AGREE TO A PRICE REDUCTION, WE WOULD HAVE 
TO CONSIDER THE VERY SERIOUS INFLATIONARY IMPACT WHICH 
OIL PRICE INDEXATION WOULD HAVE. THE EXPECTATION OF 
HIGHER PRICES WOULD BUILD-IN INELATIONARY PRESSURES. MORE 
IMPORTANT, HOWEVER, IS PROBLEM POSED BY DEMANDS FOR EQUAL 
TREATMENT FOR OTHER COMMODITIES ONCE PRINCIPLE OF INDEXA- 
TION HAS BEEN ACCEPTED FOR OIL. INDEXATION OF OTHER 
COMMODITIES WOULD THEN FEED BACK TO OIL PRICES, THUS 
CREATING AN INFLATIONARY SPIRAL. SINCE INDEXATION OF 
COMMODITIES WOULD REMOVE THEIR PRICES EROM MARKET INFLU- 
ENCES, WIDE EXCESSES OR SHORTFALLS IN PRODUCTION COULD 
CONCUR. 

4. OUR LACK OF ENTHUSIASM EOR LEVER'S PROPOSALS ALSO 
STEMS FROM A DIFFERENT PERCEPTION OF OPEC'S MARKET LEVER- 
AGE. WE BELIEVE THAT THERE ARE ECONOMIC AND POLITICAL 
CONSTRAINTS ON OPEC'S ABILITY FURTHER TO INCREASE OIL 
PRICES DRAMATICALLY EVEN IN THE SHORT RUN. OVER TIME, lEA 
EFFORTS TO REDUCE DEPENDENCY ON IMPORTED OIL SHOULD 
STRENGTHEN OUR BARGAINING HAND IN DEALING WITH OPEC. AN 
INDEXATION SCHEME CONCLUDED WITH ALL OPEC PRODUCERS WOULD 
ELIMINATE ANY POSSIBILITIES WE MAY HAVE OF PLAYING SOME 

OFE AGAINST OTHERS. AS AMBITIOUS DEVELOPMENT PROGRAMS IN 
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CERTAIN PRODUCERS BEGIN TO RESULT IN LEVELING OFF OR 
DECLINE IN CURRENT INCOME SURPLUS, SOME OF THEM MAY BECOME 
MORE INCLINED THAN AT PRESENT TO EIND WAYS TO INCREASE 
THEIR OUTPUT AT THE EXPENSE OF OTHERS. 

5. WE HAVE ALSO INDICATED THAT WE ARE WILLING TO DISCUSS 
THE TREATMENT OF ENERGY-RELATED EINANCIAL PROBLEMS IN THE 
CONTEXT OF PRODUCER-CONSUMER DISCUSSIONS. WE COULD HAVE 
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GREAT PROBLEMS, HOWEVER, WITH LEVER'S PROPOSAL FOR SPECIAL 
TREATMENT FOR OIL PRODUCERS' FINANCIAL ASSETS. BY 
ASSURING OPEC ABOVE-NORMAL RETURNS ON THEIR INVESTMENTS 
WE WOULD BE ADDING TO THE PRESENT AND FUTURE BURDEN OF 
HIGHER OIL PRICES. THERE SEEMS TO BE NO NEED FOR INDUS- 
TRIAL COUNTRIES TO CREATE SPECIAL INVESTMENT OUTLETS, OR 
ESPECIALLY FAVORABLE TYPES OF ASSETS, FOR OPEC COUNTRIES. 

WE WOULD RATHER ARGUE THAT PRIVATE MARKETS, AUGMENTED BY 
SPECIAL RECYCLING FACILITIES AND MEASURES TO HELP LDCS, 

HAVE PROVED CAPABLE OF MANAGING OPEC FINANCIAL SURPLUSES. 
OUR NEED FOR THE ORDERLY HANDLING OF OPEC FUNDS IS MATCHED 
BY THEIR NERD FOR MARKETS IN WHICH THEY CAN INVEST. THERE 
ARE SIMPLY NO OTHER MAJOR CAPITAL MARKETS INTO WHICH THESE 
FUNDS CAN GO. THE INEVITABLE BUILD-UP OF PRODUCER ASSETS 
IN INDUSTRIALIZED COUNTRIES PROVIDES AN INCENTIVE FOR 
PRODUCERS TO CONTINUE TO INVEST RESPONSIBLY. ALTHOUGH IT 
IS NOT CLEAR THAT LEVER IS PROPOSING CONSOLIDATION OF OIL 
PRODUCER INVESTMENTS INTO AN INTERNATIONAL INVESTMENT 
POOL, SUCH A STEP COULD ACTUALLY INCREASE THE COLLECTIVE 
DISRUPTIVE POWER OF THE MANIPULATION OF THESE FUNDS. 

6. SPECIAL TREATMENT OF OPEC FUNDS WOULD ALSO POSE POLITI- 
CAL DIFFICULTIES SINCE DOMESTIC INVESTORS AND CONSUMERS 
ARE NOT GIVEN SUCH PROTECTION. IN ADDITION, WE WOULD HAVE 
DIFFICULTY ACCORDING A GUARANTEED STATUS FOR FUNDS GENERA- 
TED AT LEAST IN PART FROM US INVESTMENTS WHICH HAVE BEEN 
EXPROPRIATED OR TAKEN BY OPEC GOVERNMENTS. 

7. WE ALSO DO NOT SHARE LEVER'S CONFIDENCE THAT OPEC 
WOULD ADHERE TO THE DEAL HE PROPOSES, E.G. AN AGREEMENT 
AMONG GOVERNMENTS. THE TEHRAN PRICE AGREEMENT OF 1971 WAS 
VIOLATED BY PRICE RISE OF 1973, ALTHOUGH IRAN, SAUDI 
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ARABIA, AND KUWAIT HAD ASSURED THE US GOVERNMENT THAT THEY 
WOULD FULLY RESPECT THE AGREEMENT. THE OIL EMBARGO OF 1973 
WAS INCONSISTENT WITH TREATY OBLIGATIONS OF 3 OPEC STATES. 
ARAB OIL EXPORTERS THUS HAVE CLEARLY DEMONSTRATED THEIR 
WILLINGNESS - WHEN THEY CONSIDER THE ISSUE IMPORTANT 
ENOUGH - TO ACT IN WAYS CONTRARY TO THEIR INTERNATIONAL 
LEGAL OBLIGATIONS AND TO SUBORDINATE ECONOMIC INTERESTS 
TO POLITICAL AIMS. ATTEMPTS TO SWEETEN THE AGREEMENT TO 
SATISFY FUTURE PRODUCER ASPIRATIONS COULD BOTH WHET THEIR 
APPETITE AND STRENGTHEN THEIR HAND IN FUTURE NEGOTIATIONS. 

8. IT IS UNAVOIDABLE THAT THE SUBJECT OF INDEXATION - 
BOTH OF OIL PRICES AND OF INVESTMENTS - WILL BE RAISED 

IN COMING PRODUCER/CONSUMER DISCUSSIONS. WE WOULD HOPE 
THAT WE COULD CONTINUE THE CANDID DISCUSSION OF THESE 
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ISSUES WITH HMG AND WITH LEVER. 

9. WE WOULD ALSO APPRECIATE LEARNING EXTENT TO WHICH 
LEVER'S VIEWS WERE DISCUSSED AT EC SUMMIT AND HAVING YOUR 
VIEW OE DEGREE TO WHICH LEVER'S POSITION IS COLORED BY HIS 
PERCEPTION OP UNIQUE PROBLEMS FACING THE U.K. DOES HE SEE 
THE U.K. IN SHORT RUN EXTREMELY VULNERABLE TO ANOTHER 
ROUND OP SUBSTANTIAL OIL PRICE INCREASES? IS HIS ARGUMENT 

POR INDEXATION A STOP-GAP MEASURE UNTIL NORTH SEA OIL 
BRINGS SELP-SUPFICIENCY? IS THERE ANY INDICATION OTHERS 
WITHIN THE U.K. GOVERNMENT, INCLUDING PRIME MINISTER 
WILSON, ARE BEING PERSUADED BY LEVER'S ARGUMENT? KISSINGER 
UQTE INGERSOLL 
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